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CITY OF SANTA BARBARA


FINANCE COMMITTEE AGENDA REPORT

AGENDA DATE:
January 11, 2011
TO:
Finance Committee

FROM:
Housing and Redevelopment Division, Community Development Department

SUBJECT:
Grant To Housing Authority For Acquisition Of 2904 State Street

RECOMMENDATION:
That the Finance Committee consider and recommend to the Redevelopment Agency Board approval of a grant of $1,150,000 in Agency Housing Setaside funds to the Housing Authority of the City of Santa Barbara for the acquisition of 2904 State Street.
DISCUSSION:
The City’s Housing Authority plans to acquire the property located at 2904 State Street with the intention of master leasing the property to a local nonprofit organization that provides housing and supportive services to the homeless.
Property Description

The property consists of an 8,276 square foot lot located on Upper State Street between Alamar and Verde Vista – across the street from the property recently acquired by the Housing Authority at 2940 State Street. The property is improved with a 1950’s-era motel consisting of seven rooms and a two-bedroom manager’s unit. The motel ceased operating several years ago, and the current owner, Stan Fard, has rented the rooms out to tenants under month-to-month leases. Except for one vacant room, the building is completely occupied. The property is in very good condition and is not in need of any renovations.
Housing and Supportive Services for the Homeless

The Housing Authority intends to relocate all of the existing tenants and then master lease the property to a local nonprofit homeless housing organization, such as Willbridge or Transition House, at a below-market rent. The Housing Authority would be responsible for maintenance and repairs to the property. To further the City’s participation in the County Ten-Year Plan to End Chronic Homelessness, the nonprofit organization would rent the rooms to chronic homeless clients and provide critical support services. Agency staff would reserve the right to review and approve the selection of the nonprofit organization and the terms of the master lease.

Agency Grant
The Housing Authority has negotiated a purchase price for the property of $1,150,000. The purchase price is $50,000 less than the $1,200,000 value recently appraised by David Jasso & Associates. The Housing Authority seeks Agency financing for the full purchase price. Closing costs for the transaction would be paid for by the Housing Authority.

Given the type of tenancy planned for the project, rental income would be non-existent and would not support any amount of debt service. Therefore, the Housing Authority is not seeking any private lenders for the transaction and is requesting that the Agency assistance come in the form of a grant.
The requested Agency grant would be secured by a deed of trust recorded against the property in first position. The grant would only become payable in the unlikely event that the grant funds were misused. Given the appraised value of $1,200,000 for the property, the Agency grant would be completely secured.

Affordability Covenant
As with all City- and Agency-funded affordable housing projects, an affordability control covenant must be executed and recorded to ensure that the property will be used to provide affordable housing to low income persons. The Housing Authority requests and staff supports the 60-year term that the City typically applies to Housing Authority projects. Also to be recorded is a Notice of Affordability Restrictions on Transfer of Property. The proposed term of the covenant and the notice would be consistent with California Redevelopment Law requirements.
Benefit to the Central City Redevelopment Project Area (CCRP)

While the site is located outside the CCRP, the project will benefit the CCRP in providing needed rental housing nearby that is affordable to low income persons. California Redevelopment Law requires that in order for Agency Housing Setaside funds to be spent outside the CCRP, the City Council and the Redevelopment Agency must adopt a resolution with certain findings and the determination that the project is of benefit to the CCRP.
Sustainability Impact

The Housing Authority’s planned maintenance and sound management practices will significantly extend the structure’s useful life. As needs arise in the future, the Housing Authority plans to replace existing appliances with energy efficient models and install new energy efficient lighting, plumbing fixtures, and windows.

BUDGET/FINANCIAL INFORMATION AND CONCLUSION:
Staff asks that the Finance Committee recommend approval of the requested grant to the Agency Board. The proposed project would be an important addition to the Housing Authority’s stock of affordable housing and would very quickly be put in service to meet the needs of the City’s chronic homeless. At a cost of $1,150,000 ($143,750 per unit), the project makes sound financial sense. It would cost far more in time and money to construct new comparable housing. 
The Agency has sufficient Housing Setaside funds to make the requested grant, as shown by the following summary (numbers are approximate for simplicity). The Agency Housing Setaside Fund began Fiscal Year 2011 with available reserves of $6.1 million and expects to receive tax increment revenues of $2.7 million during the year. Thus, the amount of Housing Setaside funds available is $8.8 million. From this amount, the Agency has committed $360,000 to the Housing Authority for the acquisition of 2941 State, $300,000 to the Housing Authority for adding two units to its property at 233 West Ortega, and $925,000 for the purchase of land on East Canon Perdido by Habitat for Humanity for a future project.  This leaves a balance of $7.2 million. Today the Finance Committee is reviewing requests for Agency funding for two housing projects: this one for $1,150,000 and a site acquisition at Salsipuedes and Haley Streets for $2 million. If the Agency Board approves both of these requests, an estimated $4 million in Agency Housing Setaside funds will be available for future projects. 
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